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1.  The  Move  into  Services — 
The  Rationale 

The  falling  prices  of  IT  components  are  no 
longer  being  compensated  for  by  rising 
volumes.  At  the  same  time,  the  increasing 
penetration  and  complexity  of  IT  applications 
are  driving  users  away  from  proprietary 
systems  towards  open  environments  in  which 
multiple-sourced  products  can  be  interworked. 

The  challenge  for  system  vendors  is  twofold. 
The  first  is  to  find  new  revenue  and  profit 
streams  to  put  performance  on  an  upward  curve 
again;  and  the  second  is  to  protect  their  existing 
customer  bases  from  increased  competition  in 
open  markets. 

It  is  not  surprising  that  in  looking  for  new 
opportunities,  the  majority  of  system  vendors 
have  emphasised  services.  The  IT  service 
companies  have  historically  achieved  higher 
average  margins  than  hardware  (although  not 
software)  suppliers.  Services  represent  an  ideal 
opportunity  to  win  a  higher  proportion  of 
existing  customers'  IT  spend. 

Most  vendors  would  claim  that  they  were 
involved  in  the  supply  of  services  for  many 
years.  A  few  services  that  now  contribute  50% 


or  more  of  their  total  revenues.  However,  once 
maintenance  and  training  revenues  associated 
with  their  own  products  are  taken  out  of  the 
account,  the  proportion  of  services  provided  on 
an  unprotected  competitive  basis  remains 
relatively  small.  Falling  hardware  values  mean 
that  services  can  represent  an  increasing 
proportion  of  the  total  without  showing 
substantial  real  growth.  '  *  -  - 

Another  significant  change  for  most  vendors  is 
that  developments  such  as  outsourcing  and 
third-party  maintenance  threaten  the  traditional 
pattern  of  relationships  with  their  customers; 
greater  competitiveness  is  needed  for  defensive 
and  offensive  reasons. 

In  approaching  the  services  marketplace, 
vendors  divide  into  two  camps:  those  seeking  to 
sell  services  principally  to  their  own  customer 
base,  and  those  developing  services  to  sell 
across  the  board.  Thus: 
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Those  developing  services  for  their  own  base 
see  open  systems  and  third-party  services  as  the 
channels  through  which  services  can  be  moved 
out  into  the  broader  marketplace. 

2.  The  Services  Life  Cycle 

The  notion  of  a  services  life  cycle  embracing 
design,  development,  implementation  and 
support  underpins  much  of  the  thinking  about 
services.  The  concept  of  the  services  life  cycle 
is  illustrated  in  Exhibit  1.  The  initial  focus  for 
most  system  suppliers  is  on  the  implementation 
and  support  quadrants  because  these  create  the 
best  opportunities  for  improving  the 
performance  of  their  own  products  and  for 
extending  the  existing  skills  base  rather  than 
creating  new  ones.  Jiowever,  vendors  also 
recognise  that  decisions  about  buying  systems 
are  made  at  the  design  stage,  and  that  if  they  are 
going  to  influence  these  then  they  must  have 
competence  in  this  area  too. 

In  developing  their  service  capabiHty,  system 
vendors  face  a  number  of  challenges: 

•  What  services  should  be  developed? 

•  What  competitive  position  should  be 
adopted? 

•  How  will  new  service  skills  be  resourced? 

•  What  sales  and  delivery  channels  need  to  be 
constructed? 

•  What  cultural  issues  need  to  be  addressed? 

•  How  can  traditional  'box-shifter'  images  be 
changed? 

•  How  should  services  be  packaged  and 
presented? 

•  Should  services  be  a  means  or  an  end? 

•  Will  customers  be  convinced? 


The  principal  question  to  be  answered  is  how 
far  to  move  from  the  existing  skill  base.  Is  it 
realistic  for  IBM  and  Digital  to  expect  better 
success  for  their  business  consulting  ventures 
than  ICL  achieved  with  its  ill-fated  IT  Partners? 
Will  customers  buy  business  consulting 
services  from  companies  that  are  alarming 
shareholders  by  their  slow  response  to  their 
own  performance  problems?  In  practice,  users 
will  buy  consulting  services  from  system 
vendors  when  it  clearly  provides  access  to 
unique  skill  sets  and  management  expertise, 
e.g.,  for  manufacturing  systems. 

Similarly,  how  can  companies  demonstrate  that 
their  facilities  management  and  outsourcing 
services  are  not  primarily  motivated  by  the 
desire  to  retain  influence  over  equipment 
purchasing? 

Many  vendors  have  extended  their  solutions 
capability  by  forming  partnerships  with  systems 
integrators  and  software  companies, 
particularly  in  the  development  of  industry 
specific  and  UNIX-based  software.  How  can 
they  ensure  that  these  companies  work  together 
to  provide  integrated  software  support  that  can 
be  meshed  with  tlieir  own  systems  support 
activities? 

The  answer  lies  in  having  a  properly  thought- 
through  services  strategy  that  contains: 

•  Honest  analysis  of  existing  capability, 
strengths  and  weaknesses 

•  Realistic  target  market  segments  by  customer 
and  service  type 

•  Sensible  market  share  objectives 

•  Objective  milestones  to  achievement 

•  Detailed  service  development  plans 
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3.  Service  Strategy  Implementation 

Equipment  vendors  face  substantial  challenges 
in  developing  a  broader  service  capability  and 
in  integrating  their  service  offerings  so  that 
these  can  be  adjusted  to  meet  the  needs  of  their 
target  markets. 

The  market  shift  towards  outsourcing  and  open 
systems  demand  service  and  technology 
integration.  Vendors  will  be  forced  to  address 
the  issues  outlined  below  and  those  that  fail  to 
do  so  will  be  left  behind  in  the  services  race. 

These  challenges  are  discussed  below  under  the 
following  headings: 

•  Competitive  positioning 

•  Resources 

•  Channel  management 

•  Image 

•  Packaging  and  presenting  services 

a.  Competitive  Positioning 

Services  are  still,  despite  the  competitive 
pressures  of  the  last  two  years,  less  price 
sensitive  than  equipment.  Being  largely 
people-based,  productivity  gains  are  harder  and 
slower  to  achieve.  Equipment  vendors  have 
typically  responded  to  competitive  pressures  by 
reducing  prices  and  lowering  margins  in  the 
expectation  of  increasing  sales  volumes.  When 
proprietary  service  revenues  have  come  under 
attack,  as  in  third-party  maintenance,  the 
response  has  usually  been  to  drop  prices. 

There  is  a  real  danger  with  equipment  vendors, 
dealers  and  consultancies  all  targeting  the  IT 
services  sector  because  price  rather  than  service 
value  will  become  the  principal  competitive 
weapon.  Customers  have  already  seen  the  cost 
savings  that  they  can  achieve  in  maintenance  by 
threatening  increased  competition,  and 
corporate  customers  will  use  the  explosion  of 
services  supply  to  force  prices  down. 


Vendors  need  to  be  particularly  careful  about 
pricing  services  because  they  have  traditionally 
linked  service  pricing  to  product  pricing, 
expressing  software  support  and  hardware 
maintenance  as  a  percentage  of  sales  values. 
They  are  not  used  to  resource-costing  and  are 
likely  to  be  less  aware  of  the  true  cost  of  their 
service  resources.  Failure  to  understand  service 
costing  and  pricing  could  prove  expensive  in 
the  long  run. 

b.  Resources  - 

The  fundamental  choice  for  system  vendors  is 
between  organic  or  levered  extension  of  their 
service  resources.  Typically,  those  vendors 
targeting  their  own  customer  base  use 
recruitment  and  retraining  as  the  principal 
mechanisms  for  adjusting  their  skills  profiles, 
while  those  attacking  the  broader  services 
marketplace  also  use  acquisition  and 
partnering.  ICL,  for  example,  has  made 
acquisitions  in  third-party  maintenance 
(Sorbus),  facilities  management  (CFM), 
distribution  (Technology  pic)  and  in  forming 
numerous  software-product-related  joint 
ventures  (e.g.  OMNIA)  to  create  what  is 
described  as  a  set  of  ICL  Group  companies. 

There  are  dangers  in  both  approaches:  the  first 
risks  slow  progress  and  the  second  risks  what 
has  been  termed  'acquisition  indigestion'. 
Partnering  is  attractive  because  it  has  the  least 
impact  upon  traditional  patterns  of  supply,  but 
is  only  for  those  companies  that  can  create  the 
contractual  and  cultural  environment  in  which 
partnerships  work  effectively. 

c.  Channel  Management 

There  are  two  key  issues  here: 

•  How  to  sell  services 

•  How  to  chaimel  their  dehvery  ' 


INPUT 


4 


©1993  by  INPUT.  Reproduction  prohibited. 


RESEARCH  BULLETIN 


On  the  sales  side  there  is  a  clear  temptation  to 
set  up  separate  sales  channels  for  services  by 
bringing  in  experienced  sales  personnel  from 
the  services  sector.  The  problem  is  that  doing 
so  reinforces  cultural  differences  between 
product  and  service  selling,  and  weakens  the 
customer  focus  that  ought  to  hold  the 
company's  various  offerings  together. 

On  the  other  hand,  chaimelling  services  through 
the  existing  salesforce  has  to  be  backed  up  by 
reward  mechanisms  that  focus  upon  the  relative 
sales  priorities  of  the  organisation.  If  sales 
teams  receive  the  same  reward  for  selling  the 
strange  as  for  the  familiar,  it  is  pretty  obvious 
where  most  of  their  energy  will  be  spent.  The 
same  clarity  of  thought  that  is  going  into 
developing  services  strategies  needs  to  go  into 
thinking  through  the  operational  tactics. 

From  a  delivery  perspective,  the  key  question  is 
whether  delivery  resources  should  be  grouped 
functionally,  by  customer,  or  by  sales  chaimel 
(vertical  market  or  systems  type). 

Functional  grouping  has  logical  simplicity,  but 
runs  contrary  to  customer  focus,  particularly 
where  the  service  functions  are  individual  profit 
centres  or  even  separate  companies. 

Customer-based  groups  rely  upon  some  notion 
of  resource  pools.  These  can  be  configured  to 
meet  the  needs  of  particular  customers  or 
particular  customer  types,  but  lead  to  problems 
of  ownership,  costing  and  matching  supply  to 
demand — especially  when  the  same  resources 
are  shared  between  different  customers. 

Matching  delivery  to  sales  channels  (in  effect 
creating  complete  sales  and  delivery 
businesses)  works  well  when  there  is  little 
overlap  of  product  and  service  between  tlie 
different  businesses,  but  obviously  is  very 
inefficient  when  this  is  not  the  case. 


d.  Image 

One  of  the  hardest  tasks  for  equipment  vendors 
is  changing  market  perceptions  of  their 
capabiHty.  ICL  claims  to  be  the  U.K.'s  largest 
services  supplier,  with  service  revenues  of  over 
$750  milhon,  but  is  still  seen  as  a  systems 
rather  than  solutions  supplier  by  many  users. 

One  way  of  creating  a  distinct  image  for  service 
activities  is  to  brand  them  separately — as  ICL  is 
increasingly  doing.  For  example,  ICL  Training 
has  now  become  Peritas,  and  environmental 
services  have  become  Workplace  Technology. 
IBM  is  already  following  the  same  route,  and 
Unisys  has  brought  its  service  activities 
together  under  the  Totality  umbrella. 

However,  behaviour  alters  attitudes  more 
fundamentally  than  advertising.  If  service 
really  is  an  end  in  itself,  this  will  show  in  the 
way  the  company  behaves  to  its  customers.  If 
service  is  simply  a  route  to  equipment  supply, 
then  this  will  be  equally  apparent.  CFM  has  the 
largest  market  share  in  U.K.  local  government 
outsourcing  not  because  it  is  owned  by  ICL,  but 
because  its  principal  service  is  systems 
operations  for  ICL  users.  That  is  why 
equipment  vendors  must  sell  the  service 
concept  as  intensively  to  their  own  salesforces 
as  to  their  customers. 

e.  Packaging  and  Presenting  Services 

How  services  are  presented  also  has 
considerable  bearing  upon  how  credible  these 
appear. 

There  is  no  doubt  that  product-marketing  skills 
are  more  highly  developed  in  the  equipment 
vendors  than  in  the  traditional  services 
suppliers.  It  is  also  apparent  that  vendors  are 
more  comfortable  in  promoting  their  services 
internally  and  externally  if  they  can  be 
packaged  and  branded  first. 
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Whether  this  is  an  appropriate  strategy  depends 
upon  the  target  market  for  the  service.  For 
example,  in  those  parts  of  the  market  where  the 
use  of  IT  is  largely  product-based  and  the  use 
of  services  relatively  under-developed,  then  a 
packaged  approach  to  services  is  likely  to  be 
effective.  By  contrast,  large  corporate  users 
who  are  used  to  scoping  service  demand  for 
themselves  and  shopping  around  from  a  range 
of  suppliers  are  unlikely  to  be  impressed  by  a 
salesman  with  a  stack  of  service  brochures. 

Much  of  the  services  literature  being  developed 
by  equipment  vendors  is  pretty  uniform  and 
platitudinous  about  customer  partnership, 
complete  solutions  and  service  quality.  The 
focus  needs  to  be  on  identifying  true 
differentiation. 
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